This paper presents an empirical investigation to learn the impact of some internal and external factors on profitability in banking system. The proposed model of this paper introduces three econometrics methods to study the behavior of internal, external and a combination of both factors on return on assets. The proposed study of this paper uses Vector Auto-Regressive (VAR) and Vector Error Correction Model (VECM) to provide estimation of the proposed model and we use historical data over the period of 1989-2010. The results of the first model for internal factors, we consider some independent variables including ratio of total revenue on total assets (TR) and ratio of total equities on total assets (TE). The second model considers the effects of external variables on ROA such as growth domestic product (GDP) and market share (MS) and the last model includes a combination of both internal and external factors. The results indicates that there is a positive and meaningful relationship between logarithm of growth domestic product and return on equities, which means as we expect one unit increase in LGDP, there is an increase of 0.012 on ROA. In addition, when the market share increase by one percent, there will be an increase 0.025% increase on ROA and an increase of one percent in the ratio of TR will yield to an increase of one percent in ROA.
Introduction
During the past few years, there have been tremendous efforts on measuring the impacts of various factors on profitability of banking systems. Khodaei used some regression anaylsis on some banking systems and reported that there was no relationship between the inflation rate, employment rate, unemployment rate, the dollar, the euro, with import growth of credit risk in the banking system in Iran. They concluded that the credit risk in the banking system in Iran under the effect of variables was not mentioned. In addition, positive and significant relationship between stock index and credit risk in the banking system in Iran had increased.
Khodaei Valahzaghard and Salehi (2012) studied corporate governance and ownership impacts on earning quality in Iranian private banks. They implemented the information of 12 private banks over the period of 2005-2010 using regression analysis based on panel data. Among various factors, the effect of big five shareholder were considered to be significant and positive on earning quality. In addition, the impact of one variable regression test revealed that institutional ownership had positive influence on earning quality. However, the effects of other variables including percentage of ownership concentration, the size of board of directors, reliance on debt, logarithm of sum of assets, return of assets, logarithm of operating cash flow on earning quality were not meaningful. They explained that institutional ownership plays an important impact on earning quality simply because institutions normally have the access on professionals to control management.
Corporate governance is described as the system in which companies are directed and controlled and it includes regulatory and market mechanisms (Ball & Shivakumar, 2008) . Bozec and Laurin (2008) investigated that the largest publicly traded companies throughout the world had concentrated ownership especially the ones in countries like Canada where voting rights are concentrated in the hands of large shareholders, mostly wealthy families. Such concentrated ownership structures generates specific agency problems, such as large shareholders expropriating wealth from minority shareholders. They made an assessment on the effect of separation on different performance metrics while controlling for situations when the large shareholder had the chance to expropriate and the incentive to expropriate. Cain et al. (2009) did a survey on the implementation of income-decreasing special items to manage earnings. They explained that low-quality special items could violate the concept of a transitory item, as they were related to future operating cash flows, while high-quality special items could not. They reported that low-quality special items could forecast accounting restatements, while high-quality special items do not. Baboucek and Jancar (2005) , based on some monthly data for the Czech Banking Sector (1993 Sector ( to 2005 , investigated the proportion of delayed loans to the whole of facilities as an indicator of the quality of loans. Based on the results of the fitted model, the strong relationship between quality of loans and some economic variables for the immediate reaction was confirmed. They reported that unemployment, consumer price index (CPI), inflation and credit risk shocks increase the real exchange rate. They also explained that the stress-test considering the impact of such shocks to the economy of the Czech banking sector fragility measure could be used to further analyzing the results..
The proposed study
The proposed study of this paper uses econometrics method to study the behaviour of profitability, which has the following form,
ROA=F(Ta,TE,TC,TR,LGDP,LLIQ,LLR,MS),
where ROA is the return of asset, TE is capability of equity and it is calculated as a ratio of total equities on total assets, TL is total liquidity and it is calculated as a ratio of total payable cash on total assets, TR is calculated as a ratio of total revenue on total assets, LGDP is logarithm of growth domestic product, LLIQ is logarithm of existing liquidity in economy, LLR is logarithm of official registered rate and finally, MS is market share. The proposed study of this paper uses Vector AutoRegressive (VAR) and Vector Error Correction Model (VECM) to provide estimation of the proposed model and we use historical data over the period of 1989-2010. The first step for the proposed model of this paper is to underestand whether the data are stationnary or not. Table 1 shows Dikki-Fuller ratios for all variables and their first order differences. 
The results

The effects of internal factors
We first process the the effects of internal factors using the following model, Johansen and Juselius cointegration analysis (Johansen, 1988-91; Johansen & Juselius, 1994 ) is another useful method to determine co-integration (Bierens & Martins, 2010) and the number of relationships. The method uses trace and maximum eigenvalues to perform the test and Table 3 and  Table 4 show the results of our survey. As we can observe from the results of Table 3 and Table 4 , there are at most one CE for the proposed model of this paper. Now we can perform Vector Error Correction Model (VECM) to find the coefficients of the proposed model. Table 5 shows details of our findings, As we can observe from the results of Table 5 , all t-student values are statistically meaningful and we can conclude that return of assets (ROA) is a function of other independent variables as follows,
ROA = F(TC, TR, TL, TE),
In order to build a link between long term and short-term effects of variables we use ECM, which is equal to -0.653195. This value shows that the effects of short term effects are discounted over the long term with a value of -0.653195.
The effects of external variables
In this section, we repeat the same process for external variables. Fig. 2 shows response to Cholesky one S.D. Innovations. Again we have used Johansen and Juselius cointegration analysis to determine co-integration and the number of relationships and Table 6 and Table 7 show the results of our survey.
Table 6
The results of trace 
Fig. 2. Response to Cholesky One S.D. Innovations
Once the number of CE(s) becomes clear we can perform Vector Error Correction Model (VECM) to find the coefficients of the proposed model. Table 8 shows details of our findings, Response of ROA to MS
Response to Cholesky One S.D. Innovations ± 2 S.E. Table 9 shows details of the necessary tests including Schwarz Information Criterion (SBC), Akaike Information Criterion (AIK), Logarithm of lag and Lag Fig. 3 . Again we have used Johansen and Juselius cointegration analysis to determine co-integration and the number of relationships and Table 10 and Table 11 show the results of our survey. Once the number of CE(s) becomes clear we can perform Vector Error Correction Model (VECM) to find the coefficients of the proposed model. Table 12 shows details of our findings, As we can observe from the results of Table 12 , all t-student values are statistically meaningful and we can conclude that return of assets (ROA) is a function of other independent variables as follows,
As we can observe, the results indicates that there is a positive and meaningful relationship between logarithm of growth domestic product and return on equities, which means as we expect one unit increase in LGDP, there is an increase of 0.012 on ROA. In addition, when the market share increase by one percent, there will be an increase 0.025% increase on ROA and an increase of one percent in the ratio of TR will yield to an increase of one percent in ROA.
Conclusion
In this paper, we have presented an empirical investigation to learn the effect of some internal and external factors on profitability in banking system. The proposed model of this paper has implemented three econometrics methods to study the behavior of internal, external and a combination of both factors on return on assets. the results indicates that there is a positive and meaningful relationship between logarithm of growth domestic product and return on equities, which means as we expect one unit increase in LGDP, there is an increase of 0.012 on ROA. In addition, when the market share increase by one percent, there will be an increase 0.025% increase on ROA and an increase of one percent in the ratio of TR will yield to an increase of one percent in ROA.
